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STUDY OF COFFEE PRICES 


Mr. Beall for the Special Subcommittee on Coffee Prices submitted 
the following report, together with the individual views of Mr. Douglas 
to the Committee on Banking and Curreney, which authorized and 
directed its release and publication as a subcommittes report 


INTRODUCTION 


Oia Bn Ua aloe 

he sudden and rapid rise in the price of coffee, which commenced 
in December 1953, was quickly reflected in protests from consumers 
Average retail prices of coffee. us reported by the Jureau ol Labor 
Statistics, were 91 cents per pound in December 1953, 94.5 cents per 
pound in January 1954, and 99.4 cents per pound in February 1954 
There were predictions that coffee prices would soon exceed $1 pet 
pound Su ibsequ ent advances in he price of coffee proved this to be 
accurate. It is conservatively estimated that the spiraling prices of 
coffee cost the American consumer $293 million between January 
and August 1954, inclusive 

Housewives were acutely aware of this increase and did not hestitate 
to raise a a voice of disapproval and to hy ae! ng disapproval 
with the Congress. Allegations were received by the Congress that 
only a ath number of firms and organizations ek In importation 
of coffee into this country, and that this coupled with the fact that 
the New York Coffee and Sugar Exchange, Inc., where futures are 
traded, is an unregulated exchange made coffee trading subject to 
practices and procedures conducive to adverse swings and rises in 
the market. 

It became evident that a thorough study of the upward spiral 
coffee prices would be of benefit to the consuming public, those engaged 
in the trade in this country and the producers abroad, particularly 
the producers in the Western Hemisphere. 

Re sponsibility of committee relative to prices 

The Legislative Reorganization Act of 1946 confers upon the Senat: 
Banking and Currency Committee legislative jurisdiction over prices, 

In addition, Senate Resolution 248, 82d Congress, 2d session, passed 
bv the Senate on January 24, 1952, authorizes and directs the Banking 
and Currency Committee during the period from February 1, 1952, to 
January 31, 1953, to make a full and comple te study of such problems 
as it deems proper re lating to economic stabilization. 

senate Resoluti ym 42. S3d ¢ ongress, Ist session passed the Senate 
on January 30, 1953. It extends such authority and directive from 
the period February 1, 1953, to January 31, 1954 
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Senate resolution 182, 83d Congress, 2d session, passed by the 
Senate on January 26, 1954, extends such authority and directive 
from the period February 1, 1954, to January 31, 1955. 

Furthermore, on January 22, 1954, Senator Beall introduced 
Senate Resolution 195. This resolution authorizes and directs the 
committee or a subcommittee thereof to make a study and investi- 
gation to determine, “the reasons for the sharp increases in the price 
of coffee to American consumers,” and what legislative or other action 
might be taken to assure an adequate and stable supply of coffee to 
the American consumer at a reasonable price. 

Thus the responsibility of the Banking and Currency Committee 
to examine thoroughly the coffee trade in the United States with a 
view to corrective legislation, if necessary, is clearly set forth. 

On January 22, 1954, the full committee met in ee to this 
problem. It set up a subcommittee on coffee prices, with J. Glenn 
Beall, chairman, and Frederick G. Payne, Prescott Bush, J. Allen 
Frear, and Paul H. Douglas as members. 


Subcommittee approach 


The subcommittee entered upon its task with the realization that 
the price of coffee has been subject to prior investigations and recom- 
mendations by other committees of the Congress and with a further 
realization that due to widespread use and consumption an increase 
in coffee prices affects a larger portion of the public than almost any 
other commodity. 

A few years ago the Gallup poll determined that housewives resent 
and are more concerned with the rise in coffee prices than any other 
article of food. 

Coffee differs from most other commodities used in this country in 
that the total supply is imported into this country, and our neighbors 
to the south in Latin America produce and export to the United States 
by far the major portion of our supply. Our relations with the na- 
tions in Latin America are of vital importance to this country and to 
this hemisphere. Coffee provides a most important item of interna- 
tional trade for Latin America and is a vital medium in our relations 
with these countries. 

[t was brought to the subcommittee’s attention that there was talk 
of efforts being made in this country to reduce drastically the consump- 
tion of coffee and thereby force a reduction in price. Successful 
efforts to force a reduction in the retail price could have an unfortu- 
nate effect on the coffee industry, especially on retailers, wholesalers, 
roasters, etc., who may have little or no control over market prices. 

With the importance of our relations with Latin America fully in 
mind and the desirability of providing a fair, stabilized price in the 
United States, and with the continuing supply of coffee procured at a 
fair price to producing nations, the subcommittee commenced its in- 
vestigation with the determination to conduct a thorough and com- 
plete study, affording full opportunity to all interested parties to be 
heard. 


Scope of inve stigation 


The subcommittee held public hearings on February 8 and 9, and 
on March 5, 16, 18, and on April 5, 6, and on October 1, 12 and 13, 1954. 


STUDY OF COFFEE PRICES 3 


Forty-one witnesses were heard. Such witnesses represented consu- 
mers, jobbers, roasters, brokers, importers, exporters, producers, 
Army, Navy, Veterans’ Administration, Department of Agriculture, 
Federal Trade Commission and other governmental agencies. 

A smal] staff was assigned the task of assisting the subcommittee 
by compiling information and recommendations. From the hearings 
and a study of available information, the subcommittee has reached 
certain conclusions which will be set forth at a later place in this 
report. 

Certain background information concerning the production, con- 
sumption, and the mechanics of the coffee trade should be set forth 
for a better understanding of the conclusions of the subcommittee. 


Federal Trade Commission report 


Concurrently with, but independent of the investigation of the 
subcommittee, the Federal Trade Commission conducted a compre- 
hensive investigation of the coffee industry. 

According to the report of that investigation entitled “Economic 
Report of the Investigation of Coffee Prices” dated July 30, 1954, 
the large staff engaged in the investigation was charged with two 
responsibilities: 

To explain as precisely as possible the underlying factors behind the coffee price 
spiral which commenced in the closing weeks of 1953 and to identify and report 
on whatever improper practices the investigation might develop. 

The splendid report issued by the Federal Trade Commission on 
July 30, 1954, contains numerous findings of fact and certain legislative 
recommendations. Your subcommittee concurs with many of the 
findings of fact of this report. 

The scope of the Federal Trade Commission's investigation and 
the background material assembled was far beyond the capacity of 
the subcommittee and its small staff. Consequently, your subcom- 
mittee placed much reliance on the FTC report as a supplement to 
the information gathered in the hearings conducted by the sub- 
committee. 

In the hearings subsequent to the publication of the Federal Trade 
Commission’s report, industry leaders criticized the report and its con- 
clusions. Despite this, your subcommittee feels that the FTC report 
is factual, soundly conceived, and contains a wealth of valuable ma- 
terial. Background information therein contained is liberally drawn 
upon by your committee in the drafting of this report. 


BACKGROUND INFORMATION ON COFFEE 


Latin American countries are the principal producers of coffee, and 
Brazil is by far the largest producer of any single country. The 
predominance of Brazil in coffee production is shown by the fact 
that for the 5-year period 1909 through 1914, it accounted for 68.7 
percent of world production; for the 5-year period 1939 through 1944, 
its share of production was 48.7 percent; and for the years 1953 through 
1954, 46.7 percent. 

Five countries or groups of countries supplied the bulk of the coffee 
produced in the market year 1953-54 as follows: 
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srazil’s output consists exclusively of the Arabica species, but 
srazil’s coffees are sufficiently differe { the re ’ the rld 
razils coffees are sulficiently different trom the rest of the world 
to warrant a special category, referred to in the trade as ‘‘Brazil’s.” 
All coffees grown elsewhere are referred to as ‘‘mild’s.”’ Within the 
‘Brazil’ categorv, there is a differentiation between soft and hard 
coffees and numerous further differentiations as between type and 


erade Soft coffees are n ellow and somewhat sweet. hard coffees 
have a very penetrating flavor. Soft coffees are the ordinary. o1 
medium quality and medium priced coffees in world commerce, Hard 


coffees are the hard quality and low-price coffee 

Characteristic hard flavors are generally associated with the coffee 
grown in Rio and Victoria. Characteristic soft flavors are grown 
chiefly in Sao Paulo. Brazilian ports of export are Santos, Rio de 
Janeiro, Victoria, Bahia, and Paranagua. 

During the Vears follow ing World War 1] Brazilian output has I een 
relatively stable from around 17 million bags in 1946-47. Produe- 
tion rose in the following year to over 20 million bags. Since that 
time, it has averaged from between IS to 20 million bags 

Paranagua is the newest Important coffee-producing State in Brazil 
However, it is further to the south and hence more susceptible to frost 
In the short span of 4 years, beginning tn 1949, the number of coffe¢ 
trees In Paranagua rose from 296 million to 683.6 million, an increase 
of more than 100 percent 

Colombia not only is the second largest producing country in the 
world, with 16.5 percent of the world total output in 1953-54, but also 
is by far the largest producer of mild coffee 


\frica is becoming more and more important as a factor in the 


world’s coffee production This is shown by the following table 
Aft p 

Nu | 
1Y i I t ) 
1946-47 } ! 
1930-4 ! 
24-28 79 5. 7 
124-33 1.4 .. 6 
1924-28 } 
1004-13 


Importance in trade 

The United States imports and consumes approximately two- 
thirds of the world supply of coffee. In 1953, this country imported 
2.78 billion pounds of coffee valued at approximately $1,500 million 
The peak year was 1949 when we imported 2.9 billion pounds. In 
terms of value, green coffee imported for consumption has increased 
from $346 million in 1945 to $1,465 million in 1953. 

The following table shows our importations Vvear by year, 1949 
through 1953: 


Qua \ t Qu \ 
Ye 1 t 5 
144 2, 716, 910 845, Ret 150 2 437, 250 1.09 OH 
1 729 Sf, 5S &. ON 
{ 193, s x 
1048 2 77 s HO6, 642 ) 2,78 2 tt 
ay 2 117. SOS 
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Green coffee for a number of years has ranked first in value of all 
imports in the United States. In 1953, imports of green coffee were 
valued at $1,465 million, which is about 2% times the value of news- 
print, the second most valued commodity imported. It was greater 
than the combined values of crude petroleum, cane sugar, and copper. 

Imports by commodities for the years 1950 through 1953 are shown 
in the following table: 


{ Million f dollars} 


1953 1952 1951 1950 


Commodity 


Per- | value 


} . . 
Valu cent cent re cent cent 





Total all imports for consumption — $10, 788 100.0 $10, 747 100.0 ($10, 817 100.0 | $8, 74 100. 0 
Coffee (green or raw 1, 465 13.6 1,375 12.8 1, 358 12.6 1, 091 12.5 
Newsprint 505 5. 5 572 5.3 513 4.7 453 §.2 
Crude petroleum M2 4.6 439 4.1 S75 3.5 367 4.2 
Cane sugar 426 4.() 416 3.9 387 3. 6 381 4.4 
Copper 426 4.0 307 3. 7 243 2.2 235 2.7 
Crude rubber 331 1 618 5.8 808 7.5 458 2 
W oo]—unmanufactured 205 xT 382 3. 714 6.6 428 4.9 

271 2 298 2.8 158 1.5 201 2.3 

26 2.4 272 2 2 2 240 2.7 

1 oil 247 2. 231 2.1 208 1.9 204 2.3 

Sawmill product 236 2.2 222 2.1 229 2 1 265 3.0 
Meat products 172 1.6 159 ] 188 1.7 113 1.3 
Cocoa or cacao bean 167 l 178 1.6 197 1.8 167 9 
Aluminum 142 ] 55 4 59 68 s 
Iron and steel] (semimanufactures 133 1.2 90 s 217 2.0 93 1.1 

Includes copper ores, concentrates, and semimanufactures, 


2 Includes tin ore and semimanufactures 


yurce: U.S. Department of Commerce, Office of International Trade 


[t is estimated by the Pan American Coffee Bureau that Americans 
spend almost $2 billion per vear for coffee. 

The figures for 1952 show that coffee exports to the United States 
in that vear represented more than 37 percent of all Latin American 
exports to the United States. It must be emphasized that this is not 
a one-way street. The fact is that in such year Latin America pur- 
chased nearly $3,077 million worth of goods from the United States. 

In 1952, the coffee imported by the United States from Brazil 
accounted for 48 percent of Brazil’s total exports. For Colombia, 
it accounted for 72 percent; for El Salvador, 68 percent; for Guate- 
mala, 63 percent; for Costa Rica, 21 percent; for Haiti, 28 percent; 
and for Nicaragua, 36 percent. 

The reciprocal feature of this trade is shown by the fact that in 
1952 the United States exports to Brazil amounted to $564,146,000; 
to Colombia, $230,298,000; to El Salvador, $39,999,000; to Guate- 
mala, $40,305,000; to Costa Rica, $34,092,000; to Haiti, $32,835,000; 
to Nicaragua, $25,223,000. The percentage of total exports for the 
vear 1952 that the United States sent to Latin America was 23 
percent. 


Supply 


The world’s production of coffee has been affected by economic 
conditions prevailing in the 1930’s. During such period 75 million or 
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more bags of coffee were destroved because coffee was a glut on the 
market. As a direct result of such facts, many farmers went bankrupt. 

It was during this era that many farmers uprooted their trees and 
planted other crops. During this period, world exportable production 
averaged 37,671,000 bags per year. In the same period, the world was 
consuming an average of only 26,493,000 bags per year. This meant 
an average annual surplus of 11,178,000 bags. Supply and demand 
had its inevitable impact. The average New York spot price of 
Brazilian Santos 4’s was 9.7 cents per pound. The average retail 
price of roasted coffee in the United States was 27.6 cents per pound. 
During this period, Brazil had an average annual production of 
23,480,000 bags with the entire world consumption being only 
26,493,000. In 1933, Brazil destroyed 13,687,012 bags of green coffee; 
in 1937, Brazil destroyed 17,196,428 bags. 

World exportable production of coffee during the first 7 postwar 
years (1946-52) averaged 28,961,000 bags, a decline of 23.1 percent 
from the prewar average. During this same period, world consump- 
tion rose to an annual average of 30,684,000 bags, an increase of 15.8 
percent over the prewar average. From 1946-52, there was an 
average annual deficit in production of 1,723,000 bags. This deficit 
was handled by carryover bags in the hands of the Brazilian 
Government. The last of Brazil’s accumulated stock of the prewar 
overproduction was disposed of in the fall of 1949. 

According to the Federal Trade Commission report entitled 
“Economic Report of the Investigation of Coffee Prices,” dated July 
30, 1954, the postwar years saw a gradual return to normal conditions 
in the coffee-producing countries. In Brazil, in particular, important 
new plantings were undertaken and new areas were opened for the first 
time to coffee culture. Meanwhile, coffee production had developed on 
an important scale in other Latin American countries as well as in 
Africa. 

An examination of the prospective production for the 1954-55 crop 
leads to the conclusion that the world supply for 1954-55 will be 
approximately the same as 1953-54. 

Recent crop estimate figures developed for Brazil indicate that 
after allowance for a loss of 3.5 million bags in Parana due to frost 
damage, Brazilian production will probably amount to 18 million bags 
in 1954-55, as compared with about 19 million bags for 1953-54. 
Other plantings in Brazil have, to a large extent, offset the loss of 
production in Parana and a smaller loss in Séo Paulo that is attrib- 
utable to the freeze. Moreover, despite the decrease in Brazil, it is 
estimated that world production will amount to 42.1 million bags for 
the crop year 1954-55 in comparison with about 41.5 million to 41.9 
million bags for 1953-54. This moderate increase is expected to come 
principally from Western Hemisphere countries other than Brazil 
and Colombia. In such countries, an increase in production is being 
forecast from 7.9 million to 9.2 million bags. The net result is that 
the probable reduction of 1 million to 1.5 million bags for Brazil will 
be balanced by a probable increase of 1.3 million bags from other Latin 
American countries along with some additional increase from Africa 
and other producing areas. 
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Per capita consumption in the United States between 1929 and 1940 
was upward at a relatively moderate rate, For 1940, per capita con 
sumption was 20.8 pounds; in 1950, 22.2 pounds per person, Current 
estimate by the Department of Agriculture for 1954 is 22.7 pounds. 

Imports to Western Europe have increased from 5'; million bags in 
1946 to 10 million bags in 1953. The prewar European consumption 
was 12 million bags. There was some testimony before your subcom- 
mittee that coffee consumption in Europe should gradu: uly reach that 
figure again, Moreover, the projected increase in world population 
will add many new coffee drinkers, requiring an additional supply 

In new plantings in Brazil and in other countries the supply should 
© more than adequate to cover this demand and there should be no 
shortage of coffee in the future. Rather there should be a surplus of 
coffee in the future 

The following tables show estimated world demand for coffee and 
the ratio of world supply to world demand through the vear 1965, as 
prepared by the Federal Trade Commission. 


} 
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Governmental regulations in producing countries 

Numerous regulations surround the conduct of the coffee trade in 
Brazil and Colombia, the two major coffee producing countries. 
Coffee, as Brazil’s most important export crop, has been subject to 
exchange controls intended to bolster the dollar-cruzeiro exchange rate 
and Brazil has long followed the practice of limiting port stocks and 
regulating the flow of coffee from the interior to the ports of embarka- 
tion. 

The Brazilian Government also follows a policy of sponsoring loans 
for the coffee trade. On December 2, 1953, Brazil advanced the loan 
rate on coffee from 1,200 cruzeiros per bag to 1,500 cruzeiros per bag. 
The Federal Trade Commission in its “Economic Report of the In- 
vestigation of Coffee Prices’? dated July 30, 1954, has as one of its 
conclusions the following: 

This event in a market which was already nervously reflecting higher prices as a 
result of downward estimates of the 1954-55 crop, together with heavy trading in 
futures by Brazilian nationals on the New York Coffee Exchange and the accu- 
mulation of green coffee inventories in the United States appears to have pre- 
cipitated the upward spiral of coffee prices which began in December. 
Inadequacy of crop re porting 

Coffee is produced in relatively undeveloped countries on widely 
scattered, and in many cases, small farms. With no intention of crit- 
icizing countries from which coffee is produced, it must be recognized 
that there is an absence of an adequate coffee crop reporting program. 
In Brazil, the National Coffee Department (DNC), which was replaced 
in December 1952 by the Brazilian Coffee Institute (IBC), makes 
estimates of the size of the forthcoming crop. Estimates are also 
made by the American Embassy. As the year passes, these two esti- 
mates are often subject to revision. 

In Colombia, estimates are made by the Federation of Colombia 
Coffee Producers and the American Embassy. 

A study of forecasts of crops in past years, as compared with actual 
production, shows that there is a tendency toward a conservative 
forecast. 

The following table taken from the Federal Trade Commission’s 
report shows the forecast for Brazil of both the DNC and the American 
Embassy as compared with the final figures of actual registration to 
ports. 
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Forecast for 1948-49 by the DNC was. 15.755.000 bags This 
turned out to be 1,230,000 below the actual figure of 16,985,000 bags 
Kor 1949-50, DNC estimate of 14,414,000 bags was 1,432,000 bags 
below the actual figure of 15,846,000 bags. 

The American Embassy estimates, while more accurate, also have 
generally been below the actual export 

The forecast of the Federation of Coffee Producers of Colombia also 
tends to be lower than production 


The question of forecast of supply by producing countries ts an 


internal matter. Undoubtedly the governments of these countries are 
anxious to accurately forecast the supply since coffee production and 
the sale of coffee provides such a large proportion of the revenues of 
these countries. Therefore, the accuracy of the forecasts is most 
important in the preparation of budgets and in planning for future 
expenditures, 

Certainly, no unilateral action on the part of this Government can 
be taken to ¢ pletely alleviate the situation nor should we be too free 
with advice and admonitions, as our forecasts of crops in this country 
have at times I issed aceuracy hy a large degree, Nevertheless, Wwe 
should stand ready to extend anv technical assistance : 
which will Improve the estimates of the future sup hy 

{ ntil Nove minber of 1954, the ng | 4 


re 
embassies, who reported the anticipated crop to this country were 


ind aidk Poss rte 


rieults atte hés nt { nit | States 


inder the direction of and reported directly to the Department of State 
Since that date, however, the agricultural attachés have been trans- 
ferred to and are rv sponsible cline eth to the Departn ent ol Aorie ilt re 


Now thev will make then reports Oo the Department of \eric L trie 


Opinion was expressed during the hearings that this will improve the 
reporting in general. Also, it was indicated during the | 
that additional funds will be made available so that these attachés 
may travel extensively for the purpose of making on-the-spot 


i 
observations. 


learing 


In general, the staffs assigned to the agricultural attachés are small. 
There was some suggestion during the hearings that additional per- 
sonnel be made available to the Department of Agriculture in Wash 
ington and in the field for the proper crop reporting of coffee. This ts 
a budgetary matter to be determined by the Department of Agricul- 
ture and the appropriate congressional committees. Nevertheless, 
your committee wishes to point out that there is evidence that at least 
a portion of the recent spiral in coffee prices is attributable to the in- 
accuracy of the forecasts of supply and that this spiral has cost the 
American consumer many millions of dollars. The responsibility for 
the forecast of supply, as far as the United States Government is 
concerned, is now with the Department of Agriculture. That De- 
partment should review past performances and make every effort pos- 
sible in the future to improve the accuracy of the forecast. This 
does not mean that your committee is not aware of the fact that pro- 
duction of crops is subject to many variables, chances, and hazards; 
and certainly the forecast of crops cannot be an exact and precise 
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Frost 7 B azil in July 1953 


On July 4, 5, and 6, 1953, a cold front moved in over the States of 
Parand and Sao Paulo. causing a heavy frost Damage was done by 


high winds and by the heavy f1 
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\Mlost of the Witnesses in the coilee trade that appr ared befor youl 
committee attributed thre spiral n coll ( prices to 


The prewar pet od of 1950-59. during which time there wa 


remendous overproduction of coffee, with coffee becoming a glut on 


the world market, and with disastrously low world prices resulting 


{ combination of these factors resulted in a decrease in the number ol 


ffee plantations and in the plantu of new trees 

h The Mmecrenase ni worl pop F Tio} 

( The frost in Brazil July 1953: Despite the faet that the 
frost was in July ane | a: oOo Wa ilmost immediatel made 
nown to the we ria ay etio th inticipated crop Was rt 
reflected in prices until December 1953. It is explained that th 
ne la was due toa al discounting o inderestimation of t] 
ictual damage and that whe t became pparent that the frost 
damage was worse than o inal] xpected the prices immediately 

lected the deteriorated s ation 

Representatives of the New York Coffee & Sugar Exchar Ine 
OOK reat exception to tf Federal Trade Commission report mm 
vhich the Trade Comi ! imated that the 1954-55 Br: 
coffee crop would only be 1 million bags less than the 1953-54 crop 
and that production outside of Brazil would more than offset. the 
iss of the Brazilian crop, an hat there was no actual coffee shor 
They pointed out that th 1953 frost caused an apparent lo of al 
estimated 5.6 million bag The difference in their figuring is that 


the Federal Trade Commission is speaking of actual loss from the veat 
before while the Coffee Exchange is speaking of the anticipated pro 
duction prior to the frost. If the figures of projected consumption 
for 1954-55 are considered at this point, they will tend to show that 
even if there is an increase in consumption in Europe supplies would 
have been adequate and that the loss of anticipated production will 
not cause a coffee shortage in the world 


kederal Trade Ci NISS CO 


‘| thé Federal Trad ‘ ‘on Mission adopt ad the following CONCLUSIONS 
nd your committee, aft hearing terested witnesses and vovern 
( thi witnesses nNYevrees W | t} eC COTM ISLOTIS whi h ollow 
Despite a reduction in total Brazilian production of 19 to 18 
million DAs between 1953-54 ame 1954-55 total vorld production 
shows ah merease = ¢ ie million ba own largely Lo expected 
imecrensed production West 1 llem phere COUNTIES other than 
Br: 
? No deerease is ind ited in Brazilian produetion in 1953-54 as 
agamst 1952-53 The indteated decreas ) Brazilian production 
between 1953-54 and 1954 5isabout 1.5 million bags, This differences 


betweenone yeal and the next should not be con ised with the differen: 
between anticipated and actual produce tion This latter difference in 
the case of Brazil for 1954-55 is in the magnitude of 4 million bags. 
That the latter differen s so much larger is due to the fact that a 
very large mnerease 1n Brazilian production had been anticipated before 
the frost 

> Had it not been for the frost in Brazil during the summerJof 
1953, the world would now be confronted with a surplus of coffee 

{. At present price levels, a slight surplus situation is indicated for 
the present year and a sizable and growing surplus for the following 


3 Vears 


As a result of its investigation in offee prices, the Federal Trad 
OMLMISSIOLL Isstied a ¢ int agains he New Yor ofl & Sugal 
kexehat (re and I emit Ot Cet ( i Wo Mh Ss CoOtTptla 
charges that the exchanger Lyi pre itures CONTAC which pt en 
trading irom bem | dequate othe Ol. ¢ Live hterac On ¢ 
ibstantial part ol th LO s ) V aihidi eMail oO {} Moat tehas to 
i closely, at least for sho «| yt tairaee I ‘ rf] 
( those esulti rol ( ( ) ) 
roduction and conditions of marketing on a limited eovrapl 
areas ana that this and othe netions have a | ero Lends 
micluly LO hindet and rest! ! ( tion erwes : (i mNo! 
respondent members: nad that thre CLIO CcOonsttil ( 
and practices ahd ula mn Ods ¢ petition nh Vera e withn 
the mtent and mean Or sectiol > OL thie ‘edera Prac OM Ol 


\et 


“ ORK COFI 


The New York Coffee & Sugar Exchar was establish n ISS2 


to provide an organized coltiee Market With regulations and uniorm 
' io ' { line tis ‘ re! | ! ‘1 l { rot? | 
proceqaures Of radine, TIXed stul iras OL Urae ireco?l ect Wie 10 
or court for arbitration of trace . t ana tra 1) t col 
tracts It was incorporated 1 RSD us the Kxch ne of tl 


Citv of New York under a sper lact of the New Yo state OSTA 
ture 

On Octobe 1916, by order of the Supreme Court re name of the 
exchange we hanged from the Cof} Eexchat the Cit of Ne 


is | Ol 
York to the New Yor! { oft} ew SU y! Exch i? ‘ Lr 


Administration of the exchange is vested in a board of managers 
consisting of 3 officers——a president ce president and treasurer—ame 
12 members divided into 2 classes of 6 members eacl class of 6 
retires each vear 

Chis board combines in one body all of the exe itive Management 
legislative, regulative and quasi-judicial funetions exercised by th 
exchange in its dailv operations nits exeeut netions the boa 
of managers supervises the dav-to-dav operations; in its leetslative 


function, it formulates or supervises the development and adop 
of bylaws and trading rules; in its regulatory function, if polices the 
activities of its members in their exchange operations under these 
bvlaws and rules; and in its judicial funetion, it reviews ail decisions 
in disputes handled by its adjudication, a ation and business 
conduct committees. The bylaws provide for the appomtment 
annually of 20 standing committees and for such committees as need 
arises 

Total membership of the exchange is composed of about 320 
individuals representing somewhat less than that total number of 


firms in various categories. A number of these are sugar merchants, 
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mporters, and producers; another group are commodity brokers that 
do a brokerage business and do not handle an actual commodity 
ana the third group are the cotlee sector of the exchange. 

he exchange itself does not trade in any commodity whatsoever 
It may not buy or sell a single contract for future delivery, but 
maintains a market place which it regulates. New members are 
admitted only on written applications to the exchange’s committee 
on membership. A two-thirds vote of the board is required for 
membership 

Trading on the New York Coffee & Sugar Exchange, Inc., is confined 
o futures contracts for coffee and sugar. The only actual deliveries of 
coffee whieh result from futures trading are those occurring in the 
minority of trades in which the seller of the contract chooses to deliver, 
or the buver chooses to stand for deliverv during the terminal month 


of the contract All other purchases in the market, normally repre 
senting 95 percent or more ot all trades, are offset by purchases Or 
sales, as the case Tah \ be, by both buver and seller prior to or during 
the terminal months of the contracts traded Traders on the ey 


change mav be engaged in the production exportation, roasting ana 
distributine of yreen Of roasted or otherwis« proce ssed cottee or thre 
} 
a I 


ve Toren traders spreaders or speculators Merchants oO! 


processors nay trade on the exchange as a means of balancing their 
holdings or as a source of coffee or even as speculative ventures in 
connection with any aspect ol the coffee business Speculati 

interests who either handle or who wish to own physical coffee nor- 


mally furnish an essential element of equitv in the market 
Vew Yor Coffee d&& Sugar Clears q Assoc ation 
The New York Coffee & Sugai Clearing Association Was eo! 


porated under the laws of New York State on January 18, 1917 lt 
is Separate and distinct from the New York Coffee & Sugar Exchange 
Ine., although it exists only for the clearance of trades made on that 
exchange : 

Membership in the clearing association is limited to individuals who 
are members of the New York Coffee & Sugar Exchange, Ine., and to 
firms having trading rights on the exchange. The total number o! 
shares of clearing association stock that may be issued is limited to 
100. No clearing association stockholder may own more than on 
share of clearing association stock 

The function of the clearinghouse is to assume the responsibility for 
the other side of all trades made on the exchange whether they are 
purchases or sales so that they lose their individuality. The clearing 
association assumes the responsibility of the buyer to the seller and the 
responsibility of the seller to the buver lt eliminates the individual 
contract and permits the fluidity of trade which is necessary on any 
commodity exchange. The seller on the floor of the exchange does 
not have to worry about the responsibility of the buyer as the clearing- 
house association assumes the responsibility for the fulfillment of the 
purchase The clearinghouse association also assumes the respon- 
sibility of the seller and guarantees to the buver that the contract 
will be fulfilled 

The board of directors of the clearinghouse determines, from time 
to time, margin deposits that must be deposited and maintained on all 
trades submitted for clearance. 


Oo 
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The futures contract 

Six different contracts have been traded on the New York Coffee 
& Sugar Exchange, Inc. since trading was resumed on October 21 
1946, after suspension during the vears of World War Il 
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North, South, Central America, Africa, West or East Ind yr Washed Robusta 
crown in any of those localities except Surinams, Java Liberian or Abys a 


ete., for deliverv Julv 1936 and thereafter 
March 31, 1939: New contract A effective, li tyiig African deliveries to 
Uganda, Kenva, Tanganvika, and Portuguese We Africa, unless grow ro 





Liberian seed, for delivery during July 1939 and there 

December 9, 1941 All contracts trading d 

December 13, 1941 All contracts trading resumed t celling prices fhxed Dy 
OPA 

Septenber 23, 1942: Final transactions liquidated as result of suspended trading 


for the duration of World War II 
October 21. 1946: New contract A effective Ba hanged to No. 4 instead 





of No. 7 for delivery during December 1946 and thereatter 

October 21, 1946: Contracts A and D—trading res ed 

November 4, 1948: Contract A trading suspe 1 

Noveinber 29. 1948: New contract S effective ae bed Santos str UL Tt 
No ft contract Coffees No 2 to No. 5 nel Average no hpelow tour 
fifths strictly soft, fair to good roast, solid bear 

January 3 ract D hang iff ( ra for d ‘ 





January 1950 a 
July 6, 1950: Contract D suspended for tradi: for ce erv after ecen 


1950 
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September 1, 1950: Contract S (old)—trading suspended for deliveries beyond 
August 1951. 

September 5, 1950: Contract S (new) effective—trading commenced for de- 
livery September 1951 and thereafter—average grade lowered from four-fifths to 
5 and grade deliverable lowered from type No. 5 to type No. 6. 

September 5, 1950: New contract U effective—basis Santos No. 4, strictly soft, 
fair to good roast, solid bean. Brazilian coffees from ports of Santos, Paranagua, 
Angra dos Reis or Rio de Janeiro, and washed coffees of North, South, or Central 
American countries, including Mexico; Africa, West or East Indies with the ex- 
ception of Robustas, etc. 

In general, no more than two contracts have been offered for trading 
at anv one time. The experience of the exchange has been that 
when 2 are offered, 1 has been found more acceptable than the other 
and has attracted most of the trade, whereupon the exchange has 
formally suspended trading in the little-used contract. This occurred 
with respect to the “A’’ contract which in 1947 accounted for only 
four-tenths of 1 percent of all trading, and only one-tenth of 1 percent 
in 1948. The “A” contract was a broad base contract in that it 
permitted delivery of coffee from North, South, or Central America, 
Africa, West or East Indies, with the exception of certain kinds that 
were specifically declared unde liverable. Trading in the “A” contract 
was suspended on November 2, 1948. 

Dissatisfaction with the “D” contract, even while it was practically 
the only trading medium during 1947 and 1948, resulted in the adop- 
tion of the first “S’’ contract in which trading began on December 1, 
1948. The “D” contract was a narrow base contract specifying that 
only ‘‘Santos”’ coffee was deliverable. 

The “S” (old) contract became the principal trading medium in 
1949, when it accounted for 71.5 percent of all trading. This was 
followed by suspension of trading in the “D” contract in January 1950. 
Thus the “S” contract became the only contract traded from January 
to September 1950, and it was traded in much larger volume through- 
out the year than all other contracts combined in any of the preceding 
years 1947 to 1949, inclusive. 

A subcommittee of the Senate Committee on Agriculture and 
Forestry recommended in 1950 that the exchange discontinue both 
the “D” and “S” contracts then traded, under which only coffee 
shipped from the port of Santos was deliverable, and substitute a 
new universal contract which would permit the delivery of coffee 
procured in other countries as well as Brazil. In response to this 
recommendation the exchange adopted contract “U” effective for 
trading on September 5, 1950. The “U”’ contract was similar to the 
old ‘“‘A’”’ contract in that it would permit the delivery of coffees pro- 
duced in Brazil as well as washed coffees from numerous other areas. 
However, the “U”’ contract failed to attract trading because it per- 
mitted the delivery of inferior ‘mild’ coffees at the base price of 
“Santos.’’ The exchange, however, did not discontinue the use of 
the “S’’ (old) contract. Thus two contracts, the ‘S’’ and ‘U’’, were 
available for trading. The experience with these two contracts was 
similar to that of 1946-48. Only the “S” (old) contract received 
trading support and accounted for 98.2 percent of all trading in 1950, 
and 99.9 percent in 1951. There never was more than token trading 
in the ““U” contract. Since 1951, there has been no trading whatsoever 
in the “U” contracts. 

The total volume of trading fell off from 6,374,000 bags in 1951 to 
4,904,780 bags in 1952. 
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Criticism both from within and from without the trade was leveled 
against such contract because of its narrowness, and because the 
thinness of trading made it an unsatisfactory trading medium, 
especially for hedging. : 

Various proposals were considered by the coffee committee which 
developed the ‘‘S’”’ (new) contract. This contract w - substituted for 
the “‘S” (old) contract for trading, effective May 1, 1952. The ‘“S” 
(new) contract has been the only trading 5 effectively used 
since its adoption. It is also a Brazilian based contract on which 
only strictly soft coffee shipped from any of the 4 ports of Santos, 
Paranagua, Angra dos Reis, and Rio de Janeiro is deliverable with 
fixed differences below “Santos” for coffee shipped from the last 3 
ports. All indications are that it, like its predecessor Brazilian based 
contracts, had proved to be an unsatisfactory trading medium. 

One of the cardinal tests as to whether an exchange functions 
usefully for the trade is whether the contracts provided offer a trading 
medium useful to wide segments of producers.and distributors of the 
commodity traded. The board of managers of the New York Coffee 
and Sugar Exchange, Inc., have had this matter before them contin- 
uously since 1946. The diffic ulty is that green coffee is not a strictly 
homogeneous commodity with different growths readily substitutable 
in use. This fact poses the problem of price differential for growths 
deliverable for broad base futures. The exchange has considered this 
fact but has never yet developed a broad base contract in the settle- 
ment of which the price differential for grades and growths has been 
realistically related to commercial differences in the support market. 
This mitigates against the wide use of the contract as a trading medium 
for either hedging or speculative trading. If such trading could be 
attracted to the exchange, its trading would be far less thin and less 
subject to congestion and wide price fluctuations. 

An important segment of the trade has urged the management for 
years to permit delivery at New Orleans and, therefore, make ii 
unnecessary to have coffee in New York for delivery on futures. 
However, the exchange has taken no effective action to make its con- 
tracts more attractive to traders outside the New York area. ‘The 
result is that inland green coffee merchants do not use the contracts 
extensively as a hedging medium even for Brazilian coffee. 

Testimony by large roasters before the subcommittee was to the 
effect that they do not use and have never used the New York Coffee 
and Sugar Exchange, Inc., for hedging purposes. This testimony 
indicates that two principal factors underlie the failure to use the 
trading facilities of the exchange and that both have to do with the 
narrowness and the unsatisfactory nature of the S contract. First, 
the contract, being based on Brazilian coffee, has little value as a 
hedge for other growths which today constitute half of all coffee 
roasted. Sec ‘ondly, uncertainty as to grades and quantities that may 
be delivered, plus the disadvantage to interior roasters of taking 
delivery in New York, out of their normal channels of distributions, 
makes the futures contract of little advantage. The net result is that, 
as one large roaster put it: 


We consider that we must take a normal business risk in the purchase of raw 
materials. Therefore, our company does not use the exchange. 


Another large roaster said that the inventory risk is decreased by 
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maintaining inventories in such position that a rapid turnover mini- 
mizes, to a large extent, the risk of price fluctuations. 

A producer’s testimony was: 

In other words, we trade to minimize the risk of raw materials price change by 
keeping our inventory as small as possible, consistent with our current productior 

The unsatisfactory character of the contract to whole segments of 
both the domestic and foreign trade tends to limit trading in it to 
those primarily interested in Brazilian coffee Throughout the vears 
since trading was resumed in 1946, the principal trading interests 
have been Brazilian speculators and domestic importers, wholesale 
merehants, and large roasters who themselves import Brazilian coffee 
Normally, these trade groups appear to find the contract a useful 
hedging medium and at times a favorable source of actual coffee as 
well as a medium for speculation. 

There are times, however, when the contract is not a satisfactory 
medium for either short hedging or short speculation. This was 
especially true during the last half of 1953. During the terminal 
month of September, those who were short whether as hedgers or 
speculators appear to have faced a moderate squeeze due to the fact 
hat some interests including some large domestic roaster-importers 
stood for delivery. The result was that the shorts seeking to offset 
their positions had to bid up the price of the September futures in 
order to find sellers. When the December futures matured, the 
situation was even more difficult because speculative interests were 
moving to the buving side of the market so that, although total 
treding was heavy, the futures market had become even more one- 
sided. In December particularly, the situation was accentuated by 
the faet that some large importer-roasters who were long in the 
futures again stood for delivery. 


Trading irregularitve s and other im pe rfections 

In order to prevent excessive speculations in futures, which will 
cause sudden unreasonable and unwarranted fluctuation and changes 
in prices resulting in an undue and unnecessary burden on interstate 
commerce, the Commodity Exchange Commission is given power, 
after notice and hearings, to set maximum limitations on the daily 
volume of speculative trading and net speculative futures holdings 
of individual traders so as to restrict the manipulative capacity of 
purely speculative accounts (sec. 4 (a), Commodity Exchange Act, 
as amended). Limits have a strong preventive effect, curbing 
attempts to corner and manipulate, and prices are less likely to be 
affected by the forced liquidation of the holdings of large speculators. 

No limit is imposed by the bylaws or by the rules of the New York 
Coffee and Sugar Exchange, Inc., on speculative trading or on net 
speculative holdings. The rules of the exchange merely limit the num- 
ber of open contracts that a clearing member is permitted to carry with 
the clearinghouse to 2,500 contracts. This upper limit cannot be 
regarded as an effective curb on excessive speculation inasmuch as 
it exeeeds in many instances the combined total open contracts 
earried by the approximately 38 members clearing coffee futures. 

The limits on rezulative exchanges established by the Commodity 
Exchange Commission applies only to speculative positions and does 
not restrict hedging. Any transaction that is a bona fide hed e within 
the definition in the Commodity Exchange Act is not subject to the 
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Price man ipulation and cornering 


The Commodity Exchange Act places primary responsibility on the 
governing board of an exchange to prevent manipulation of prices and 
the cornering of any commodity (see. 5 (d), Commodity Exchange 
Act, as amended) Before being certified as a contract market, the 
exchange must have rules and regulations under which it assumes the 
responsibility for self-controlling action. This generally is carried on 
by the business conduct or control committee of the exchange in 
question. Representatives of the Commodity Exchange Authority 
usually attend the meetings of the committee and keep in close touch 
with its activities 

Direct reference is not made in the rules and regulations of the New 
York Coffee and Sugar Exchange, Ine., to the prevention of manipula- 
tion of prices and cornering, although a provision is made for the 
appointment of a control committee when a situation or an interest 
exists in any one month or months that might jeopardize the normal 
functioning of the exchange. 

An examination by the Federal Trade Commission of the records of 
investigations and records of three coffee control committees which 
functioned from October 29, 1949, to January 21, 1953, indicates 
certain limits on the effectiveness of these committees as policing agents 
The committees’ function as fact finders respecting the operations of 
their fellow members and the effectiveness of their inquiries appear to 
be impaired by fear that they may be accused of obtaining information 
to be used against competitors. The board of managers also labors 
under the apprehension that it may be charged with using its position 
for the possible benefit of its members. In addition, the control com- 
mittee cannot reach beyond the commission house directly involved 
to police the accounts held by them, 

Moreover, the inadequacy of the control committee is shown by: 
(1) The inability of the committee to expose cornering and manipula- 
tion of prices, in the event they should occur, was conceded by the 
various members who acted as chairmen of control committees in the 
past; (2) one of the firms investigated by the control committee 
reported to its customers that it had been whitewashed; (3) control 
committees were not impaneled on several occasions when officials of 
the exchange felt that a squeeze was imminent; and (4) on one occa- 
sion the president of the exchange asked a large account whether it 
could be relied upon not to squeeze the market. 

Segregation of customers’ funds 

One of the provisions of the Commodity Exchange Act designed for 
the protection of the customers is the requirement that futures com- 
mission merchants segregate and specially account for margin funds 
deposited with them by customers (sec. 1.20, Commodity Exchange 
Act, as amended). Moreover, this provision insures the customers’ 
funds are not used to finance transactions of other customers or those 
of the broker. Periodic audits are made by the Commodity Exchange 
Authority to insure compliance with this provision. 

The commission committee of the New York Coffee and Sugar 
Exchange, Inc., considered the question of segregation of customers’ 
funds and reported to the board of managers 


\ ruling of this kind would hardly be effective unless it were properly policed 


The re would appear to be no opposition to such at eo % t as a practical matt 
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I believe that this one rule lifted by itself from CEA regulations would not ma- 
terially add to the proper handling of accounts by member firms. 

Testimony by representatives of the exchange was to the effect 
that there was nothing unethical or improper about commingling of 
funds; that this practice had nothing to do with the rise in coffee 
prices; and that furthermore there have been no defalcations on 
the part of any firm. However, there was no testimony on the 
question of speculation with customers’ funds. 

Mr. Douglas B. Bagnell, Assistant Administrator for Compliance, 
( ‘ommodity. Exchange Authority, Department of Agriculture, testified 
that the CEA has had no diffic ult in enforcing this rule since it was 
put in effect in 1939. He further testified that the most important 
reason for the rule was to prevent a commission merchant from using 
customers’ funds for his own speculative activity. Prior to the 
introduction of this rule, commission merchants used to finance the 
operations of favored customers on an extension of credit basis by use 
of the commingled funds, and that this resulted in what the CEA 
thought were excessively large speculative positions financed with the 
money of others and did not contribute to market stability. He 
testified: 

We believe that provision has been very valuable both in safeguarding the 
customers’ money and in reducing the price fluctuations caused by excessive 
speculation. 


Passouts 


‘*Passouts” occur when a broker, having bought and sold a particular 
future on his own account on a given day at the same price, substitutes 
the buyer for himself with the seller, the seller for himself with the 
buver, thereby eliminating himself as a party to the contract. They 
are permitted on some exchanges regulated by the Commodity 
Exchange Authority, subject to regulations to prevent their misuse 
and provided they are reported to the clearing association. 

‘Passouts’’ were not permitted on the New York Coffee & Sugar 
Exchange, Inc., prior to an amendment of the bylaws effective 
December 14, 1953. Although complaints concerning misuse of 
‘“‘nassouts’”’ were directed to the floor committee prior to the amend- 
ment, disciplinary action was never taken. Instead the rules were 
amended to permit the practice. 

The Federal Trade Commission report shows that irregularities 
under existing exchange rules were of common knowledge and were 
condoned by the floor committee members whose own dealings were 
not free from the same practice. In addition disciplinary action was 
not taken against one member who used ‘“‘passouts” to his own 
advantage, although the floor committee regarded it as an evasion of 
the established trading procedure and an act detrimental to the best 
interests of the exchange. 

There is no requirement in the amended rule of the New York Coffee 
& Sugar Exchange, Inc., that “passouts’”’ be reported to the clearing 
association as required by regulated exchanges. Reporting all trans- 
actions to the clearing association assures the maintenance of 
permanent record of all trading transactions and provides a means for 
checking for possible abuses of the trading rules and for settling dis- 
putes between members. 
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Ex-pit transactions 

In general the number of trades reported to the clearing associa- 
tion should be equal to the number recorded on the trading floor 
There are a number of circumstances, however, which may cause the 
two records to differ. Errors may occur in brokers’ reports, in ex- 
change reports and in clearing members’ reports to the clearing 
association. There also are exceptional circumstances covered by 
the exchange rules under which legitimate transfers and trades made 
off the trading floor may give rise to the clearing association’s records 
showing more trades than the exchange records. However, such 
differences should not be large nor should they occur frequently. 

The Federal Trade Commission made a comparison of transactions 
cleared from January 1953 through April 1954 with those recorded 
on the floor of the exchange. This revealed that on many days the 
trades cleared exceed appreciably those recorded on the floor. On 
some dates it was found that anywhere from 1 to 79 contracts cleared 
were in excess of what was shown by the floor record. Among these 
were 5 days on which the excess was more than 50 contracts per day. 
For these 5 days the percentages of discrepancy based on the number 
of trades cleared reached from 7.7 to 17.3 percent and averaged 12.5 
percent. The magnitude of these discrepancies on these days indi- 
cates that some trades cleared were not made across the ring by 
public outery. These practices are a form of bucketing (offsetting 
orders or becoming a buyer or seller with respect to an order for 
which a member is a broker) and are unlawful on exchanges regulated 
by the CEA (sec. 4b (d), 4c, CEA, as amended). 

Compilation and exchange of confidential information 

Since 1926 the practice has existed on the exchange whereby the 
confidential status of the transactions which floor brokers execute for 
their principals has been violated. One floor broker has compiled 
each day from information supplied by other floor brokers the number 
of contracts bought and sold for each delivery month with the name 
of the clearing member for whom the order was executed. This 
information has been posted adjacent to the floor of the exchange and 
is available for inspection by floor brokers and members of the 
exchange. 

The Federal Trade Commission report charges that 
this information makes it possible to compute the net position of any clearing 
member of the exchange and to follow changes in that member’s long and short 
interests right into the delivery period. With the intimate knowledge which 
most members have of the character of the accounts handled by the several 
clearing members, it is possible to identify quite accurately the ultimate interest 
for whom the clearing member has been trading. This practice not only violates 
the confidence that should be preserved with respect to customers’ accounts but 
it also significantly influences the course of trading on the exchange. 

The report further charges that such information is made available 
daily toa smallinner group. A representative of the New York Coffee 
and Sugar Exchange, Inc., defended this practice by declaring that the 
information is not made available only to a small inner group but is 
made available to anybody that asks for it, and that if brokers acting 
as agents for accounts have the permission from their accounts to dis- 
cuss that information, there is no impropriety in their so doing. <A 
further defense was that the compilation does not identify the prin- 
cipals but only identifies the clearing firms. 
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The broker who compiles this informetion testified that the purpose 
of compiling the information is to provide more information and to 
provide “soretbing to telk about.’ He denied that this report may 
be used for purposes of manipulstion and speculation and asserted 
thet the only resson for its compiletion wes thet of information. 

Your committee must sev that it considers it significant that this 
report had been compiled for 26 veors and, elthough represents tives 
of this exchange and the author cest doubt upon its value, it is more 
than passing strange that this practice should have such an extended 
and sustained life if it is of such little use and value 

Mir. Douglas B. Bagnell, Assistant Administrator, Commodity Ex 
change Authority, testified that information of this nature is jealously 
guarded on exchanges regulated by the Commodity Exchange Author- 
itv and further that if such a practice comes to the attention of the 
CEA, that Authority would discuss it with exchange officials and re- 
quest that the information be made available to the general public or 
be Kept confidential. 

Taking the other side of the customer's orde) 

he rules of the New York Coffee and Sugar Exchange, Inec., permit 
a member to act as an agent and a principal in the same transaction 
pursuant to a general course of dealing between the broker and the 
customer 


Floor rule 3, page 156, of the bylaws and rules, provides 


No member while acting as a floor broker shall buy from or sell to himself as 
ich floor broker, directly or direeth for his own account or that of a partner 
f< nv account in which either he or a partner has a direct or indirect interest 
ipon the following conditions: The written consent of his principal to the 
( ral ctio oO t< 1 general course of dealing bv the broker for his owt 
ccount must be maintained, and each purehase or sale must be confirmed 
r by the broker to his principal on the date of the purchase or sale and 
confirmation must mndiecate that the broker was the buver or seller as thi ust 
may be, and a copy of such confirmation must be filed with the executive secretary 
exchange not later than 5 p. m. of the date of the trar saction, |p. m 
Saturday Such copy, however, need not bear the name of the principal 


The representative of the exchange in testimony before the sub 
committee said that this rule had been violated and that investigation 
was being made by the exchange into this practice. He further 
testified that the investigation was not completed and at the time 
of his testimony, he could not give any specific conclusions reached, 
but that in general the violations of floor rule 3 had been more in the 
failure to file written consent and the failure to file confirmation of 
the sale by the broker to his principal. It was further testified that 
rule 3 would be enforced and any necessary corrective action would 
be taken 

The practice under the rule, even enforced, ts objectionable in that 
all brokers could demand that such general authority be given by 
their customers. Such an arrangement is specifically prohibited by 
the Commodity Exchange Act, which requires that prior consent be 
obtained for each transaction in which the broker takes the other side 
of a customer's order (sec. 4b (d), as amended 

The practice of acting as an agent and principal in the same trans- 
action without the prior consent of the customer is subject to abuse. 
lt permits the setting up of transactions at rates having the appear- 
ance of genuine transactions and removes from competitive bidding 
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on the exchange the business involved in such transactions \lore- 
over, a broker should not have an adverse interest to his custome 

Although the Commodity Exchange Authority permits the taking 
of the other side of a customer's order, where prior consent Is obtained 
for a specific transaction, the broker ts supposed to make every effort 
to execute the order competitively in the ring, and only when he fails 
to do so, should he take the other side of an ordet \Lr. Douglas B 
Bagnell, as a Witness for the Commodity Exchange Authority, was 
asked if, in his opinion, the taking of both sides of a customer's ordet 
without prior consent would be an invitation to fraud, He respond 
‘Very definitely.” | 


SUMMATION 


The subcommittee, after extensive hearings and months of investi- 
vation and study, has reached the following COT lusions COnCcCeCrnIng thre 
precipitous rise in coffee prices that bean in 1) cember 1953 


Effect of July L9GD4 Bra ilian frost 


The freeze that struck a portion of Brazil in 1953 caused extensiy 
damage to the coffee-producing areas and substantially reduced th 
actual crop from the prefrost estimate for the vears 1954-55 The 
actual crop will be at least 3.5 million bags less than the prefrost est 
mate Nevertheless, the total Brazilian crop appears to be Onis 
| million bags below the 1953-54 production 

Therefore, your subcommittee recognizes that It) ATLY commodity 
which world consumption and supply are so nearly in balance, a loss of 
anticipated production will have an impact that will be reflected in the 
price. However, the fact remains that had there been no frost, all 
figures concerning production and estimated or projected demand 
presented to the subcommittee indicate that there would have been a 
surplus of coffee 

Your subcommittee concludes that a rise in price Was not surprising 


considering the devastating effect of the frost, but an advance of 57 pel 
cent in spot prices and 61 percent for futures on the New York Coffee 
& Sugar Exchange, Inc., was far bevond that to be expected D) 


the natural effect of the law of supply and demand 
Tnadequacy of crop reporting 

The lack of accurate data by which future crops may be rehably 
forecast contributes to the wide fluctuations in the price of cofl 
This is a defect, not wholly within the control of the United Stat 
but one in which we should cooperate in correcting 
Shorteomings of the New York Coffer cde Sugar Erchange, Ine. 

The Federal Trade Commission in its Economic Report on the 
Investigation of Coffee Prices made charges of irregularities and short- 
comings concerning the New York Coffee & Sugar Exchange, Ine 
These were characterized before the subcommittee by repres hntatives 
from that exchange as picavune and trivial. Regardless of the reac 
tion of the exchange, after examination of these charges and hearing olf 
representative witnesses, your subcommittee concludes that these prac 
tices are of a sufficiently serious nature to warrant correction and that, 
turthermore, they contributed significantly to the spiraling rise in 
coffee prices. 
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Governmental regulation 

The action of the Brazilian Government in raising the loan rate 
from 1,200 to 1,500 cruzeiros per bag on December 2, 1953, and sub- 
sequently raising the minimum export price contributed to the rise 
in coffee prices, 

Your subcommittee is not criticizing the Brazilian Government for 
this action nor questioning the wisdom of the move. It is merely 
pointed out as one of the factors in the recent spiral of coffee prices. 

The United States Government supports the price of basic agri- 
cultural commodities produced in this country, recognizing that the 
farmer-producer is entitled to a fair return for his labors and that at 
times this requires governmental assistance. The Brazilian Govern- 
ment is undoubtedly motivated by the same considerations in any 
actions taken. Your subcommittee believes that the Brazilian Gov- 
ernment is distressed in the same manner that we are when unnatural 
influences and factors cause a price situation that might result in a 
significant drop in world consumption of its major exportable com- 
modity. <A stabilized price providing for a fair return is one thing; 
a speculative market with great fluctuations that might gain for 
speculators and manipulators large profits at the expense of the pro- 
ducer and the consumer is another. 

Criticism of the price movement. of a totally imported commodity 
is a delicate subject which your subcommittee approaches with a 
realization that it might be misunderstood as criticism of our good 
neighbors and vitally imporant allies to the south. No such criticism 
is intended, nor do we believe offered. On the contrary, the vital 
importance of coffee as a medium of exchange in world trade is 
recognized with further full recognition that to sell we must buy. 
That further we must not exercise nor attempt any controal approach- 
ing price control over commodities but must take any steps necessary 
to insure regular and free competitive trading. 

It would be a matter of grave conse quence to all parties involved 
if coffee should tend to price itself out of the market to the extent 
that consumption fell markedly and foreign earnings were drastically 
reduced. 


Futures contract traded in on the New York Coffee ce Sugar Exchange, 
Tne 

The futures contract designated “S’’ (new) contract traded on the 
exchange is restrictive in nature and the thin market so provided is 
considered to be subject to manipulation and wide price swings and 
contributed to the recent price behavior. 

A perfeet contract is obviously impossible of achievement, but a 
much better contract, satisfying the true functions of an exchange, 
should be striven for by all parties involved. Many persons in the 
coffee trade would welcome a more representative contract. 

Due to the recent action of the Federal Trade Commission in 
issuing the complaint against the New York Coffee & Sugar Exchange, 
Inc., and its members in regard to this contract, your committee will 
make no recommendations nor further comment about the contract 
except to state that regardless of the outcome of the action by the 
Federal Trade Commission, the members of the exchange should 
accept their responsibility in providing an orderly and representative 
market, 


STUDY OF COFFEE PRICES ea 
CONCLUSIONS 


This committee is determined to exercise vigilance to insure that 
the price of coffee to United States consumers be determined by the 
factors of supply and demand in a free economy 

We have considered the desirability of recommending that legislation 
be enacted by the Congress providing for amendment of the Com- 
modity Exchange Act so as to cover coffee and that coffee futures 
trading be regulated by the Commodity Exchange Authority. We 
have concluded, however, not to make that recommendation at this 
time for the following reasons: 

(1) We observe that the Federal Trade Commission has filed a 
complaint against the New York Coffee & Sugar Exchange and that 
the hearings thereon have been postponed until January 27, 1955, so 
as to permit negotiations looking to a stipulation containing a consent 
cease and desist order disposing of the proceeding in accordance with 
the rules of the Commission. 

(2) We observe that at the Conference of Ministers of Finance or 
Economy of the American Republics held in November 1954 in Rio de 
Janeiro a committee was established to be comprised of representatives 
of the producing countries and of the United States. That committee 
is to study the possibility of adopting measures of international 
cooperation capable of appreciably reducing the range of fluctuations 
in the price of coffee and keeping them within limits satisfactory for 
producers and consumers. 

In view of the foregoing developments, it is our opinion that a 
decision with respect to the subjection of trading in coffee futures to 
the Commodity Exchange Authority should be suspended for the 
present until it is determined whether the objectives of this committee 
can be attained either through Federal Trade Commission action or 
through action of the inter-American committee referred to above. 

This committee will continue to observe developments with respect 
to this problem 
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INDIVIDUAL VIEWS OF MR DOUGLAS 


The evidence which the committee has collected and the analysis 
Which has been given would all seem to point to only one conelusion, 
namely, that coffee should be included under the Commodity Ex- 
change Act. In the first place there would seem to be no good 
economic reason why it should be excluded No less than 18 of 
America’s most important foods and fibers are already under this act 
us are no less than 16 of our commodity exchanges. ‘These commodi- 
ties include wheat, corn, oats, rye, sovbeans, butter, eggs, potatoes 
cotton, wool, while among the exchanges are the Chicago Board of 
Trade, the Chicago Mercantile Exchange, and the New York Cotton 
Exchange 

The act with its successive amendments in 1936, 1938, and 1940 
vives every evidence of having been beneficial. It has brought the 
sunlight of publicity into the purchase and sale of ‘futures’? on 
commodities, and this by itself has reduced unethical practices 
It has helped to protect customers from improper treatment by 
brokers. While probably not affecting the long-run average of prices 
it has helped to curb speculative excesses which otherwise would 
cause wide swings in prices. It therefore has resulted in a truer 
adjustment of quantities produced and offered on the one hand and 
the price per unit on the other. 

If this act has worked to the publi interest in the case of these con 
mocities and exchanges, is there any compelli reason why the 
commodity coffee and the New York Coffee & Sugar Exchange should 


continue to be exempted? 

I see no such reason. On the contrary the extraordinary price fluc 
tuations of coffee the last 13 months seem to furnish an added reason 
for its inelusion. On January 6, 1954, the future price for March of 
crade S coffee wes 68.55 cents, on March 5 the May future wes 83.85 
cents. But on January 6, 1955, the corresponding price for Mareh 
futures of erade S had fallen to 68 cents while the December futures 


have fallen to 50.9 cents (Wall Street Journal, Jan. 7, 1955, p. 24 


While legal and clear probative evidence ts either lacking o1 incomplete 


there is sufficient evidence to justify the tentative conclusion that 
speculative manipulations contributed t yan unau Lr Ip Of prices 
which was much greater than might have been justified by anv decreasi 
in the world’s supply of coffee. This directly i sed the retail pric 
of coffee and ereatly damaged the econo e position of the n lhions of 


low- and middle-income famibes in the United States 
There are also grounds to believe that the unduly high prices of 1954 


ha V¢ 


have helped to contribute to unduly low prices Of 1955 and hence 
injured rather than helped the actual coffeegrowers and plantation 
workers in such countries as srazil (Colombia Nicarag la Haiti 
Costa Rica, and so forth Thus, | believe it ts ult matel 
interests both of the exporting co 


country, for coffee and the New York Coffee & Sugar Exchange to be 
29 
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ntries, and for consumers in this 
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brought under the Commodity Exchange Act. It is worth while 
noting that wool tops, which are also largely a foreign-produced com- 
modity, are so regulated. 

Such regulation, it should again be emphasized, will merely remove 
speculative fluctuations and abuses. Both we and the exporting na- 
tions stand to gain. Only the speculative middlemen who sometimes 
profit at the expense of both groups will be economically injured. The 
raising of the ethical standards of trading will be of moral benefit to 
the speculators by reducing their temptations to which they are some- 
times subjected, and hence should be welcomed by them. 

If properly interpreted by the State Department and the United 
States Information Service, such an inclusion of coffee should also 
strengthen rather than weaken Latin American relations in which we 
are all properly interested. 
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